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Looking for something to read?  See our Reading List; these books, separated by category, are 

ones we find interesting and insightful.  We will be adding to the list over time.   
 

[Posted: June 11, 2019—9:30 AM EDT] Global equity markets are higher this morning.  The 

EuroStoxx 50 is up 0.7% from the last close.  In Asia, the MSCI Asia Apex 50 was up 0.7% 

from the prior close.  Chinese markets were higher, with the Shanghai composite up 2.6% and 

the Shenzhen index up 3.7% from prior close. U.S. equity index futures are signaling a higher 

open.  

 

Good morning!  Unlike what we have had for the past couple of weeks, it’s a relatively quiet 

news day.  Here is what we are watching: 

 

A deal with Mexico: As news spread that the tariffs on Mexico would be rescinded, stories 

broke that Mexico hadn’t agreed to anything that was not already in place.  Mexico has 

confirmed that no “secret” deal existed.  However, this characterization isn’t quite correct.  

Mexico is taking a different tack with Central American immigrants, increasing enforcement on 

its border and appearing, at least, to be less welcoming.  And, despite comments from Mexican 

officials suggesting they didn’t offer anything new to the U.S., they did work hard to “sell” to the 

U.S. that Mexico is cracking down.  In the end, we suspect what is really going on here is a 

series of face-saving exercises on both sides of the border.  It is poison for a Mexican president 

to appear to kowtow to the U.S.  Therefore, the stories that suggest nothing new has emerged are 

part of that issue.  On the U.S. side, it is quite possible the president realized that applying tariffs 

could be an economic “own goal” and needed a way to back down without looking like he was 

doing so.  Thus, his tactic was to talk up the measures that Mexico is taking.  What we see is that 

Mexico is taking limited steps to try to control a serious and growing problem on the border that 

is going to get worse.  It won’t completely solve the problem but it is at least an attempt to bring 

some degree of control to it.  One item of note—Mexico is proposing to bring other countries 

into the asylum issue, including Guatemala, Panama and Brazil, which often act as transit nations 

for asylum seekers from other nations.  This action of broadening the discussion would improve 

the odds of slowing the flow of refugees.   

 

Meanwhile, with China (and the Fed): President Trump is threatening to apply tariffs on an 

additional $300 bn of Chinese imports if Chairman Xi refuses to meet at the G-20.  China has 

indicated it will respond to any new trade actions by the U.S.  There are reports suggesting that 

plans are being made for the two leaders to meet in Japan.  Treasury Secretary Mnuchin has 

hinted that the two leaders might call a ceasefire, much like they did last year in Buenos Aires.  

President Trump has indicated he thinks China will make a deal because he believes his 
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https://www.nytimes.com/2019/06/08/us/politics/trump-mexico-deal-tariffs.html
https://www.nytimes.com/2019/06/10/us/politics/immigration-mexico-deal-trump.html
https://www.wsj.com/articles/in-mexicos-south-police-check-buses-trains-in-migrant-crackdown-11560205318?mod=hp_lead_pos5
https://www.wsj.com/articles/in-mexicos-south-police-check-buses-trains-in-migrant-crackdown-11560205318?mod=hp_lead_pos5
https://www.washingtonpost.com/immigration/trump-mexico-immigration-deal-has-additional-measures-not-yet-made-public/2019/06/10/967e4e56-8b8e-11e9-b08e-cfd89bd36d4e_story.html?utm_term=.c2ac8220b2d7&wpisrc=nl_politics&wpmm=1
https://www.reuters.com/article/us-usa-trade-mexico/mexico-eyes-brazil-for-us-asylum-deal-trump-revives-tariff-threat-idUSKCN1TB24S
https://www.reuters.com/article/us-usa-trade-mexico/mexico-eyes-brazil-for-us-asylum-deal-trump-revives-tariff-threat-idUSKCN1TB24S
https://www.ft.com/content/5ec45576-8b95-11e9-a1c1-51bf8f989972?emailId=5cff24fa633a490004f0b9ba&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.ft.com/content/5ec45576-8b95-11e9-a1c1-51bf8f989972?emailId=5cff24fa633a490004f0b9ba&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.scmp.com/economy/china-economy/article/3013898/donald-trumps-g20-meeting-xi-jinping-osaka-could-again-be
https://www.reuters.com/article/us-g20-japan-mnuchin/u-s-treasurys-mnuchin-says-trump-xi-meeting-has-parallels-to-buenos-aires-summit-idUSKCN1T905I
https://www.cnbc.com/2019/06/10/trump-to-cnbc-china-will-make-a-deal-because-theyre-going-to-have-to.html
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bargaining position is superior.  At the same time, we note that China has announced new 

stimulus measures, which are helping to lift global equities.   

 

Meanwhile, President Trump is suggesting the dollar is too strong and it’s because monetary 

policy is too tight.  This position has led to broadsides against the FOMC.  One of the more 

interesting comments has been that “these are not my people,” even though he appointed five of 

them to governor positions.  However, in the fog of media criticism, there are three important 

items to take away from these comments: 

 

1. The people appointed to the FOMC by the administration are establishment figures.  For 

the most part, the administration has been praised by the establishment media for the 

quality of his selections.  However, the president doesn’t really want sober economists 

making policy within the mandate of the Fed in an independent manner; what he really 

wants are policymakers who will do his bidding.  The president has populist leanings.  He 

would prefer loyalists. 

2. The bigger issue is the tension between the White House and Fed independence.  We 

have detailed how uncomfortable President Truman was with giving the Fed its 

independence in 1951.  We have also noted when President Johnson physically assaulted 

Fed Chair William Martin, and how President Nixon created a lie to make Chair Arthur 

Burns look like he wanted a pay raise to coerce him into easy policy.  Furthermore, we’ve 

discussed Reagan telling Volcker he can’t raise rates.  We had an unusually peaceful 

period between the White House and the Federal Reserve that began under President 

Clinton; however, that era was probably an anomaly and what we have now is more 

normal.  An independent Fed can torpedo a president and there isn’t much he can do 

about it.  The bigger issue is that Fed independence isn’t written in stone; it is important 

for inflation control but if the goal is stimulus then independence isn’t necessarily a 

positive feature.  President Trump knows his trade policy could act as a short-term drag 

on the economy and he wants monetary policy to offset the potential negative effects.  

This desire isn’t out of line; it’s just that he has no direct way to force the Fed to do what 

he wants.  So, he has moved to public criticism. 

3. The problem with public criticism is that it may lead the FOMC to resist policy easing 

even if it deems it might be necessary in order to defend the central bank’s independence.  

Thus, the president’s actions might actually undermine what he wants.  

 

Overall, we think President Trump’s assault on Fed independence is the start of a trend.  If a left-

wing populist gains office and MMT becomes the order of the day, a compliant Fed will be 

required for that policy to work.  Fed independence is critical when inflation control is a goal, 

but when inflation fears are dormant and the nation wants growth, a compliant central bank 

becomes necessary.  That is the path we are on. 

 

Big tech under fire: President Trump offered a rare compliment to the EU, praising its fines on 

the tech industry.  Although he characterized it as a money grab, he did note that their actions 

have a point.  Meanwhile, the WSJ trotted out the consumer standard as a reason not to attack the 

tech industry.  Although that standard does offer a good reason to protect tech, the standard, like 

Fed independence, didn’t come down from Mount Sinai.  That standard is a legal construct that 

can be changed…and we suspect it will. 

https://www.wsj.com/articles/global-stocks-rise-as-china-plans-new-stimulus-measures-11560239747?mod=hp_lista_pos1
https://www.wsj.com/articles/global-stocks-rise-as-china-plans-new-stimulus-measures-11560239747?mod=hp_lista_pos1
https://www.wsj.com/articles/trump-hectoring-of-fed-chairman-complicates-rate-calls-i-guess-im-stuck-with-you-11560177574
https://www.wsj.com/articles/trump-hectoring-of-fed-chairman-complicates-rate-calls-i-guess-im-stuck-with-you-11560177574
https://www.ft.com/content/6e207e60-221e-333b-8ef0-1b7953e3b1d0
https://www.ft.com/content/6e207e60-221e-333b-8ef0-1b7953e3b1d0
https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-before-trump.html
https://www.nytimes.com/2017/06/13/business/economy/a-president-at-war-with-his-fed-chief-5-decades-before-trump.html
https://fraser.stlouisfed.org/files/docs/meltzer/jep_2006_abrams_how_richard_nixon.pdf
https://www.businessinsider.com/ronald-reagan-fed-chair-volcker-trump-2018-10
https://www.politico.eu/article/donald-trump-says-us-should-levy-fines-against-tech-giants-apple-amazon-google-facebook-like-eu/?utm_source=POLITICO.EU&utm_campaign=b1b282060c-EMAIL_CAMPAIGN_2019_06_11_04_56&utm_medium=email&utm_term=0_10959edeb5-b1b282060c-190334489
https://www.wsj.com/articles/big-tech-in-the-dock-11560206614
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Odds and ends: Yesterday, we noted that Japan might go through with its plan to increase its 

consumption taxes.  It has now promised to use fiscal stimulus if the economy slumps.  

Venezuela’s woes continue; it is now facing widespread fuel shortages and massive gas lines.  

Greece has called snap elections.  Finally, yesterday’s JOLTS report, a labor market survey, 

showed a continued strong labor market.  One interesting data point is the elevated quits rate.  In 

general, a high level of quits suggests that workers feel confident they can find another job and 

suggests a tight labor market.  We note that quit rates are highly correlated to consumer 

confidence. 
 

 
 

U.S. Economic Releases 
 

NFIB Small Business Optimism came in above expectations at 105.0 compared to the forecast of 

102.0. 
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The chart above shows the level of small business optimism. The unexpected rise in business 

outlook is largely due to firms’ expectations of higher sales. 

https://www.reuters.com/article/us-japan-economy-guidlines/japan-to-implement-flexible-policy-if-economic-risks-materialize-draft-idUSKCN1TC0G4
https://www.wsj.com/articles/venezuelans-latest-woe-gas-lines-that-last-for-days-on-end-11560159002
https://www.ft.com/content/e9d234c6-8ba4-11e9-a24d-b42f641eca37?emailId=5cff24fa633a490004f0b9ba&segmentId=22011ee7-896a-8c4c-22a0-7603348b7f22
https://www.youtube.com/watch?v=gj2iGAifSNI
https://www.youtube.com/watch?v=gj2iGAifSNI
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PPI final demand came in line with expectations, rising 0.1% from the prior month.  PPI 

excluding food and energy was also in line with expectations, rising 0.1% from the prior month.  

Core PPI, which excludes food, energy and trade services, came in above expectations, rising 

0.4% from the prior month compared to the forecast of 0.2%. 
 

 
 

The chart above shows the year-over-year change in headline PPI and core PPI, which rose 1.8% 

and 2.3%, respectively.   

 

There are no economic releases or Fed events scheduled for the rest of the day. 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications and green indicates neutral conditions.  We will add 

a paragraph below if any development merits further explanation.  
 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

 5 

Country Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Manpower Survey m/m may 8.0% 6.0% ** Equity and bond neutral

Japan Money Stock M2 m/m may 2.7% 2.6% 2.5% ** Equity bullish, bond bearish

Money Stock M3 m/m apr 2.3% 2.2% 2.2% ** Equity bullish, bond bearish

Manpower Survey m/m apr 25.0 27.0 ** Equity and bond neutral

India Manpower Survey q/q 3q 13.0% 13.0% ** Equity and bond neutral

Australia Manpower Survey y/y may 11.0% 10.0% ** Equity bullish, bond bearish

NAB Business Conditions m/m may 1 3 ** Equity and bond neutral

NAB Business Confidence m/m may 7 0 ** Equity and bond neutral

New Zealand ANZ Truckometer Heavy m/m may 0.8% 3.6% ** Equity and bond neutral

Mfg Activity Volume q/q 1q 2.0% 2.0% ** Equity and bond neutral

EUROPE

Eurozone Sentix Investor Confidence m/m jun -3.3 5.3 2.5 *** Equity and bond bearish

France Bank of France Industry Sentiment m/m apr 99 99 100 ** Equity and bond neutral

UK Claimant Count Rate m/m may 3.1% 3.0% *** Equity and bond neutral

Jobless Claims Count m/m may 23.2k 24.7k *** Equity and bond neutral

ILO Unemployment Rate 3mths m/m apr 3.8% 3.8% 3.8% *** Equity and bond neutral

AMERICAS

Mexico Nominal Wages m/m may 5.9% 4.9% *** Equity bullish, bond bearish

Canada Housing Starts m/m may 202.3k 235.5k 207.5k *** Equity and bond neutral

Building Permits m/m apr 14.7% 2.1% 1.8% *** Equity and bond neutral

Bloomberg Nanos Confidence m/m jun 56.4 55.5 ** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
 

Today Prior Change Trend

3-mo Libor yield (bps) 245 245 0 Up

3-mo T-bill yield (bps) 222 222 0 Neutral

TED spread (bps) 23 23 0 Neutral

U.S. Libor/OIS spread (bps) 227 226 1 Up

10-yr T-note (%) 2.17 2.15 0.02 Neutral

Euribor/OIS spread (bps) -32 -32 0 Neutral

EUR/USD 3-mo swap (bps) 14 13 1 Down

Currencies Direction

dollar flat Neutral

euro flat Up

yen down Neutral

pound up Neutral

franc down Neutral  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
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Price Prior Change Explanation

Brent $62.41 $62.29 0.19%

WTI $53.70 $53.26 0.83%  

Natural Gas $2.36 $2.36 0.30%  

Crack Spread $20.66 $20.50 0.79%

12-mo strip crack $16.87 $16.85 0.09%

Ethanol rack $1.59 $1.59 -0.03%

Gold $1,321.93 $1,327.98 -0.46%

Silver $14.68 $14.70 -0.16%

Copper contract $268.50 $266.15 0.88%

Corn contract 411.25$       415.75$       -1.08%

Wheat contract 500.50$       507.50$       -1.38%

Soybeans contract 854.00$       858.50$       -0.52%

Baltic Dry Freight 1125 1138 -13

Actual Expected Difference

Crude (mb) 6.8

Gasoline (mb) 3.2

Distillates (mb) 4.6

Refinery run rates (%) 0.60%

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 and 8-14 day forecasts show warmer to normal temps for most of the country, with 

cooler temps in the Midwest.  Precipitation is expected for most of the country.  There is no 

tropical activity expected over the next 48 hours. 
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Asset Allocation Weekly 
Confluence Investment Management offers various asset allocation products which are managed using “top down,” 

or macro, analysis.  We report asset allocation thoughts on a weekly basis, updating this section every Friday.  
 

June 7, 2019 
 

Monetary policymakers are facing divergent trends that complicate future policy actions.  

 

Financial markets are signaling that the policy rate needs to be cut immediately. 
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The chart on the left shows the implied three-month LIBOR rate, two-years deferred, from the 

Eurodollar futures market.  Last October, the implied rate was around 3.30%; it has fallen 

sharply to 1.625%, a decline of nearly 70 bps.  The chart on the right compares that implied rate 

to the fed funds target.  History shows the Fed has tended to cut the target rate when the implied 

rate inverts relative to the policy rate (shown on the upper line).  The spread has widened 

considerably, meaning the Fed should be moving to cut rates soon.  This data would suggest the 

longer policymakers wait, the higher the probability of a recession. 

 

Current economic conditions probably don’t warrant a rate reduction. 
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This chart shows the NY FRB recession indicator, which projects the odds of recession 12 

months out and the Atlanta FRB GDP-based recession indicator.  In general, combining the two 

indicators reduces the chance of a false positive, namely, predicting a recession that doesn’t 

occur.  We use the 20% threshold as a warning sign; if both indicators are above 20% then a 

recession warning is warranted.  The only false positive that was triggered with the 20% 

threshold was in 1995 and that event was considered a rare “soft landing.”  As the first chart 

shows, in 1995, the Greenspan Fed did cut rates and this action probably extended the expansion.  

The current reading of these two indicators suggests caution, but the economic data is not 

signaling that a downturn is imminent.  And, as a cautionary tale, we had a similar configuration 

in the data in 1997-98.  The Fed did ease in that event, in part driven by the LTCM Crisis, and 

that easing is often blamed for stoking the tech bubble in 1999. 

 

Inflation remains controlled, but tariffs could affect prices. 
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This chart compares the ISM Manufacturing Index to core CPI.  The ISM index tends to lead 

inflation by two years.  Comparing core CPI to the ISM Manufacturing Index suggests that 

inflation might lift in the coming months but should not overshoot by a wide margin.  However, 

it is important to note that tariffs are a form of consumption tax.  While the incidence of the tax 

does not automatically fall to the consumer (the producer or importer could absorb the cost, 

cutting profit margins, or the dollar could appreciate and offset the tariff), there is the possibility 

of an unexpected rise in inflation.   

 

These three issues will likely keep the FOMC on hold in the near term.  If that analysis is correct, 

the chances of recession will tend to rise in the coming months. 

 

 

 
Past performance is no guarantee of future results.  Information provided in this report is for educational and illustrative purposes only 

and should not be construed as individualized investment advice or a recommendation.  The investment or strategy discussed may not be 

suitable for all investors.  Investors must make their own decisions based on their specific investment objectives and financial 

circumstances.  Opinions expressed are current as of the date shown and are subject to change.  
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Data Section 

 

U.S. Equity Markets – (as of 6/10/2019 close) 
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These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  

 

Asset Class Performance – (as of 6/10/2019 close) 

 

0.0% 10.0% 20.0% 30.0%

Cash

Commodities

US Government Bond

Emerging Markets (local currency)

Emerging Markets ($)

US High Yield

US Corporate Bond

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Mid Cap

Large Cap

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

  
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index),Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 
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P/E Update 
 

June 6, 2019  
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P/E as of 6/5/2019 = 18.5x

 
 

Based on our methodology,1 the current P/E is 18.5x, down 0.1x from last week.  The decline in 

the S&P index led to the modest multiple contraction. 

 

 

 
 
 
This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based 
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to 
change. This is not a solicitation or an offer to buy or sell any security. 
 

                                                 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes three actual quarters (Q3, Q4 and Q1) and one estimate (Q2). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


